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REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 


TIGHT MONEY CONTINUES TO DOMINATE REAL ESTATE ACTIVITY 


hattan are higher than they have been since the 1930’s, though the index 

we use includes the face yield on VA and FHA loans. The interest rates 
in Manhattan and St. Louis differ for two reasons. First, Manhattan is the 
center of the money market, so that funds are easier and cheaper to get than 
in St. Louis. Second, the mortgages in Manhattan represent large commercial 
property and apartment buildings, while those of St. Louis represent mostly 
single-family houses. Look at the chart of these interest rates on the next 
page. The average rate in St. Louis, 5.64 percent, has been passed by the 
average rate in Manhattan, 5.67 percent, for the fourth time. Notice that the 
previous times when the Manhattan rate rose above that of St. Louis were pe- 
riods of boom activity in construction and real estate. After each of these 
points interest rates on mortgages continued to increase with St. Louis rates 
rising faster than Manhattan’s. 


aT HE average interest rates on all mortgage loans in St. Louis and Man- 


The cause of the higher mortgage rates is the increased competition for 
funds which bids up the yield on all kinds of loans. Currently the U. S. Gov- 
ernment has been adding fuel to the flames with the refinancing in the short- 
term money market found necessary because Congress is too shortsighted and 
believes that it can control the interest rates by not allowing the Treasury to 
increase the rates on long-term (more than 5 years) bonds above the legal 
ceiling of 4.25 percent. During the week of August 29 the yield on 91-day 
Treasury bills rose to 3.824. It has not dropped below that yield since. Short- 
term loan money is so hard to get that the yield on 4- to 6-month prime com- 
mercial paper is 4.50 percent, which is slightly higher than the yield obtain- 
able on Aaa long-term corporate bonds -- 4.49 percent. Because loans for 
new building are committed months in advance there is a lag between changes 
in interest rates on mortgages and on other loans. 


How will this affect real estate and construction activity? The chart on 
page 404 shows that interest rates on mortgages were very high from 1920 to the 
1930’s. Both the double-page spread and our new chart on page 409 show this 
to be the period of one of the greatest booms in real estate and construction of 
new dwelling units. This last chart also illustrates how the increased demand 
for new housing at first brings about increased exchange of existing houses. 
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As the price is bid up, new construction increases. The peaks of 1920 and 1946 
were periods of heavy transfers in existing housing. The secondary peaks of 
the boom are due to the increase of new construction. Weare currently ex- 
periencing a secondary construction boom, and this kind of boom was going 


during the twenties when the average rates on mortgages were higher than they 
are now. 


Do not be alarmed at the sharp increase of FHA applications (page 408) in 
June and their continued fall since that time. FHA applications and requests 
for VA appraisals have been used to predict the rise and fall of new residen- 
tial construction because they have tended to lead new housing starts by a few 
months. FHA put a new set of minimum property standards into effect on July 
1. The huge increase of applications in June was due to builders trying to beat 
this deadline. Therefore the applications which would have normally spread 
over July, August, and September have been entered during June. A better 
picture of FHA applications is a comparison of the first 8 months of this year 
against last year. So far, applications are 25.4 percent greater this year than 
last year. Although tight money has caused economists to revise their esti- 
mates of total private housing starts for the year, they are still in the neigh- 
borhood of 1, 300, 000-1,350,000 starts. If this comestrue, it will still be the 
best year for construction except 1950 and 1955. 

(cont. on page 410) 


M017 aaeemenneeeannel ma) TIT TTT TTT TTT 
| 


Average Mortgage Rate 
(10 Major Cities) 








FHA—+ 





Maximum Legal Yields 








MONEY RATES 











1955 1956 1957 1958 











338 = 


RESIDENTIAL RENTS MORTGAGE ACTIVITY 


+ + + + + + 


REAL ESTATE ACTIVITY 


NUMBER OF VOLUNTARY TRANSFER 


BUSINESS ACTIVITY 
Cleveiand Trust Company 
| 
f) 


+ 





BUSINESS INDICATORS 


\) RENTS 








APPLICATIONS FOR GOVERNMENT 
INSURED LOANS 


“© by ROY WENZLICK RESEARCH CORP, 1959 
| | 


|__| 
| | 















































January 
February 
March 
April 
May 
June 
July 
August 


September 


October 


November 





1955 


361, 500 
340, 200 
423, 800 
408 , 500 
435, 500 
472, 400 
438, 900 
486 , 500 
457, 200 
428, 600 
407, 500 


1956 


357, 100 
351, 750 
392,100 
395, 600 
437, 700 
432,100 
432, 700 
460, 700 
384, 800 
435, 600 
380, 800 





1957 


354, 300 
318, 000 
346, 600 
380, 900 
491, 200 
370, 200 
414,600 
412,600 
370, 000 
403, 600 
328, 800 


1958 


319, 100 
290, 300 
312, 500 
334, 800 
358, 500 
365, 900 
416,100 
399, 000 
406, 100 
460, 300* 
360, 700* 


NUMBER OF NONFARM REAL ESTATE TRANSFERS 


1959 


345, 800* 
345, 500* 
391, 200* 
420, 500* 
431, 000* 
453, 000* 
483, 000* 
480, 500* 


December 
Total 


386, 500 
5, 047, 100 


329, 800 
4,790, 750 


318, 600 
4, 419, 400 


393, 000* 
4, 416, 300* 





First 8-month 


comparison 3,367,300 3,259,750 2,998,400 2,796,200 3, 350, 500* 


*Preliminary. 
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(cont. from page 405) 

There is, however, another reason to be concerned about FHA and VA op- 
erations. Saul B. Klaman, economist for the National Association of Mutual 
Savings Banks, shows in a study for the Senate Committee on Banking and Cur- 
rency that the expansion and contraction of funds available to the mortgage 
market is primarily caused by the fixed yields on VA- and FHA-guaranteed 
loans. As the gap between yields on guaranteed mortgages and Government 
and corporate bonds narrows, the latter become more attractive. Money 
available for guaranteed mortgages decreases. This, in turn, causes new con- 
struction to fall. On the chart of money rates on page 405 the periods ofa 
narrowing gap between yields on Government-insured mortgages and other 
bonds were 1953, 1957, and 1959. The years 1953 and 1957 were also bad for 
new residential construction. The fact is, however, that the flow of funds for 
conventional mortgages has remained fairly stable throughout this period. The 
interest rate on conventional mortgages is determined by the forces of the 
market. Perhaps, if yields on all mortgages were allowed to seek their market 
level, there would be more funds available for housing and their availability 
would not expand and contract much with changes in interest rates. We think 
SO. 


Real Estate Selling Price Comparisons 
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PROBABLE SELLING PRICE 
F A HOUSE THAT SOLD FOR TREND IN 
$12,000 IN 1947-49 PERIOD SELLING PRICE 
$12 Jan. °'58 125.5 
12 126.1 
126 a 
127 


IN ~ & 
oeovooeem « 


NNN Dw PO 














